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	Issue 234- January 2024


WELCOME TO 2024

DIFFICULT ENVIRONMENT
Businesses are being conducted in an ongoing difficult environment including:
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High inflation

· High cost of living

· High interest rates

· Business failures increasing

· Supply chain difficulties – The wars in Ukraine and Israel and the threat to shipping in the Red Sea.
· All of these matters increase the complexity of operating a business.  If you wish to discuss matters of concern please do not hesitate to contact us.

In this edition of Business Plus we are commenting on some strategies that you might be able to implement in your business.  If you have any questions please do not hesitate to contact the accountant in our organisation that you deal with.

STRATEGY REVIEW
Some of the questions to consider as you plan how to navigate 2024 include:

· How is your business going?

· Are you happy with the profit?

· Are you happy with cash flow?  If not, what is contributing to your cash flow problems – debtors – inventory – loan repayments?

· Are you happy with your current position – is it where you wanted to be?

· Have you thought about what you would like your business to look like at the end of this year or even 2027?

· Are you “dispensable”?  (Have you ever had four-weeks leave since you started your business?)

· Do you have a Business Plan?  Is it realistic?

· Do you have Budgets, Cash Flow Forecasts and Projected Balance Sheets that will help you plan your activities this year and the following years?

· Do you want to undertake “research and development” projects but don’t understand the system that is required to claim the income tax rebate?

· Are you operating your business in one of the “priority areas” established by the National Reconstruction Fund that applies to the “Industry Growth Program” that we discussed in the December 2023 edition of Business Plus?  – Click here
· Are you undertaking work on an innovative product, process or service that could make your company or trust eligible for this new grant (if you are operating via a Trust you must have a corporate trustee to be eligible for this grant)?
· Are you wanting to expand your business – how much is it going to cost?

· Do you need “extra funding in your business” – where will you get these funds from?

· Are you curious about how some of your competitors are able to raise capital from the public but you don’t know much about the capital raising opportunities for SME companies?

If any of these questions have raised issues that you would like to discuss please contact the Accountant in our organisation whom you normally deal with.

WHERE DO WE GET 50% FROM?
The “Industry Growth Program” offers grants targeted at companies with annual turnovers of less than $20 million over the last three years on a 50/50 basis.
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We had an enquirer who asked “where do we get the 50% from?”
There are a couple of opportunities for a company to be able to raise capital from the public by issuing shares in the company to investors.  Whilst this involves the allocation of a percentage of the company to the investors it saves the Directors having to find security to offer the lender and then to repay the loan funds plus interest and hopefully with this injection of funds, without any repayment obligations, you will be able to scale up the business.

The first opportunity is utilising an “Early Stage Innovation Company Process”.
This status is available for companies under three years of age which had expenditure of less than $1 million and income of less than $200,000 in the previous twelve months (not including grants received under the Accelerating Commercialisation Grant).

The eligibility is widened a little bit more for companies under six years of age who had expenditure of less than $1 million aggregate over the last three years and income of less than $200,000 over the last twelve months (not including grants received under the Accelerating Commercialisation Grant).

To be eligible the company needs to have been involved in the development of “innovative products processes or services”.
If the company has satisfied this initial test the company must then pass one of two remaining tests.

The Principles Tests (Test Number 1) requirements are:
· Is the company genuinely focused on developing for commercialisation one or more new, or significantly improved products, processes, services, marketing or organisational methods?

· Does the company:

· Have a high growth potential?

· Able to scale the business?

· Service a broader than local market?

· Potential to have a competitive advantage?

This methodology of raising capital has significant advantages to help the company to attract investors.

“Sophisticated investors” are able to claim 20% of their investment in the company up to a maximum of $200,000 as a tax credit off their own taxation assessment and retail investors obtain 20% of their investment up to $10,000 maximum tax credit.
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These investors are eligible to obtain “Capital Gains Tax exemption” on the shares allocated as part of the accreditation process if they own those shares for longer than twelve months and less than ten years.

This was the “carrot” that the Turnbull government introduced to try to encourage investors to invest in young companies who were “having a go” and developing new products, processes, services and needed to raise funds.

“Sophisticated investors” are people with $2.5 million in net assets or who have earned in excess of $250,000 in each of the last two years and have a certificate signed by an accountant certifying that this is the case.  A recent article in the “Financial Review” indicated that there are around 3 million sophisticated investors in Australia.

There is another test known as the “Gateway Test” (Test Number 2).

If the company is able to produce documentation to prove that it has a score of 100 points or more it will be deemed to have self-assessed to be classified as an Early Stage Innovation Company which gives the company an edge when negotiating with potential investors because of the taxation benefit that the investors receive.

Under the Gateway Test points can be earned if:

· 50% of the company’s expenditure has been spent on legitimate research and development – 75 points.
· 15% up to 49.9% of the company’s expenditure has been spent on legitimate research and development – earns 50 points.
· The company has been admitted to the “Accelerating Commercialisation Program” – 75 points.
· Admitted to the “Accelerator Program” – 50 points.
· The company has raised at least $50,000 from “arm’s length investors” – 50 points.
· Has a patent or a standard patent or plant breeder’s right – 50 points.
· Has a “registered design” – 25 points.
· Has a written agreement with an Education Funding Organisation – 25 points.
If the aggregate exceeds 100 points the company has self-assessed as an “Early Stage Innovation Company” and can then finalise negotiations with investors who will be able to apply for the special taxation benefits that they obtain in their next income tax return.

Early Stage Innovation Companies were recently defined by a writer has been “the best kept secret”.

The government deliberately introduced this legislation to encourage investors to invest in young Australian companies.  If you would like to have a discussion with us about how your company might be able to attract these investors please contact us.

Alternatively, if you are interested in giving consideration to investing in these types of companies please contact us.

A company could also raise the 50% contribution for the grant project from capital raised from the “Crowd Sourced Funding Equity Raising Process” – we will discuss this capital raising process in the next edition of “Business Plus”.

SUCCESSION – DO YOU HAVE A PLAN?
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Succession not only concerns the Senior Leadership Team of the business but also relates to every other position in a business – because by training people within the business benefits can be created by being able to fill vacancies caused by retirement, illness, resignations, by a person who has worked for the company and therefore understands the systems, the processes and the culture - this is “succession planning”.

In the company’s Business Plan it is a good idea to ensure that a section of the Business Plan relates to “succession”.

Companies will benefit by having instigated ongoing team training and mentoring on a wide range of business issues including business operations, management training, team training, corporate governance, Predictive Accounting – Budgets – Cash Flow Forecast – Projected Balance Sheets, costing systems, technology, communications, public speaking.

If you would like to have a discussion with us about implementing succession planning within your business please do not hesitate to contact the Accountant in our organisation whom you normally deal with.

CORPORATE GOVERNANCE IS IMPORTANT!

Directors are the key people required by law to administer a company.

An understanding of corporate law and corporate governance issues has to be learnt by the individual Director.

It is a good idea for a Board of Directors to prepare a “skills matrix chart” which identifies the skills that the current Directors have and also identifies the skills that the Board of Directors believe it would be desirable to have at least one Director with a particular skill.

Some Directors are totally involved in the company’s operations and perform many of the duties that in a larger company would have been delegated to a Leadership Team Member.

Whilst Directors appoint the Chief Executive Officer who in turn appointed the Leadership Team the Directors are still responsible for the company abiding by the Corporations Act and the other laws that affect the Company’s operations.

The key requirement when managers are appointed is for the Directors to enquire what level of training that the Leadership Team Members have received so as to ensure that these managers have a clear understanding of “corporate governance issues”.

Whilst many duties and responsibilities have been delegated by Directors to the Leadership Team, overall the Directors are still responsible for what happens within the company.  The Directors are responsible for ensuring that appropriate systems have been implemented throughout the company to safeguard the company’s assets, its reputation and to ensure the company systems and records have been established so as to enable appropriate reporting to government agencies and insuring the company is abiding by workplace health and safety laws, employment laws, environmental laws, town planning requirements, taxation reporting, payments and many more.

If you would like to have a discussion with us about implementing a “Corporate Governance System” for your company please do not hesitate to contact the Accountant in our organisation that you normally deal with.

	ATTENTION ACCOUNTANTS*
Additional information on the articles contained within this issue of Business Plus+ is available to ESS BIZTOOLS' subscribers after login at www.essbiztools.com.au.
Paper 014-146 Industry Growth Program

Paper 003-045 – Early Stage Innovation Company
BAS017 – SME Needs Analysis Questionnaire
Paper 570-039 – Succession Planning

Paper 013-001 – Corporate Governance Issues Affection SMEs
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	An Important Message

While every effort has been made to provide valuable, useful information in this publication, this firm and any related suppliers or associated companies accept no responsibility or any form of liability from reliance upon or use of its contents.  Any suggestions should be considered carefully within your own particular circumstances, as they are intended as general information only.
	Articles supplied by ESS BIZTOOLS.
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